
AGENDA ITEM L-\b 
CITY OF LODI 
COUNCIL COMMUNICATION 

AGENDA TITLE: After Second Reading of Ordinance 1765, Approve Resolution Establishing 
Market Cost Adjustment(s) to be effective December 2,2005 (EUD) 

MEETING DATE: November 2,2005 

PREPARED BY: Interim Electric Utility Director 

RECOMMENDED ACTION: After Second Reading of Ordinance 1765, Approve Resolution 
Establishing Market Cost Adjustment@) to be effective December 2, 
2005. 

On October 18, 2005, the financial status of the Electric Utility was 
reviewed with the City Council at a Shirtsleeve Session. This review 
demonstrated that: 

BACKGROUND INFORMATION: 

Purchased power expenses had increased by 29% over the prior year; 
The utility had been operating in a deficit condition (expenses exceeding revenues) since FY03, 
relying on fund balances (savings) to make up for the difference between revenues and expenses; 
Operating expenses would exceed revenues by $9.2 million and all remaining fund balances (savings 
accounts) available to the electric utility would be eliminated during the current fiscal year if a Market 
Cost Adjustment to rates was not put in place; and 
Delays in implementing the Market Cost Adjustment would cause the electric utility to incur losses of 
approximately $800,000 per month that would need to be made up through higher increases to all 
customers of approximately 1.2% per month for each month of delay in implementing the MCA. 

On October 19, 2005, the City Council was presented with the financial information described above for a 
second time, along with information that set out the Market Cost Adjustment for each class of customer 
and an assessment of the effect of the recommended Market Cost Adjustment on the average customer 
within each rate class (See attached summary, Table 1). As part of the October 19, 2005 council 
meeting, the City Council also received feedback from the public, including the large industrial customers 
slated to receive the largest increases, that the magnitude of the increase was too large, and the timing 
of the increase with such short notice significantly and adversely impacted their budgeting and planning 
processes. 

After hearing from staff and the public, and deliberating on staff and public comments, the City Council 
approved the first reading of Ordinance 1765, which would allow implementation of a Market Cost 
Adjustment through resolution, and directed staff to modify the originally recommended Market Cost 
Adjustment to reflect: 
1. The recommended MCA for the I1 rate class should be reduced by 50%; and 
2. No customers should receive a decrease in their bill as a result of the Market Cost Adjustment to 

reflect the principle that the entire community would help to solve the financial problem facing the 
electric utility. 

I n I 

APPROVED: 
Blair Kihg, City Manager 
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Issue: 
Staff is working on a new Market Cost Adjustment (MCA) table to reflect the policy direction expressed by 
City Council on October 19, 2005; this new table (and associated Resolution) will be distributed in 
advance of the November 2 Council meeting. For the residential class, the previous winterkummer split 
has been reduced to a winter MCA that will be applied to residential customer bills such that the end 
result is that no customer will see a decrease in billing as a result of the MCA and to reflect the fact that 
the long term rate structure will be put in place before the summer MCA would be applicable. For the 
industrial class (I1 customers) the recommended MCA has been reduced by 50%. The new table will 
show the effect of these MCA modifications on an annualized basis on the average customer in each 
class. 

Longer term, the I1 customers have agreed to fund a study that will quantify the economic benefits of 
industry in Lodi, such that the City Council can make an informed policy decision that incorporates the 
economic benefits of industry when the Council is asked to approve the long-term rate structure for 
industrial customers in Lodi towards the end of December. 

FISCAL IMPACT The fiscal impact of this action will be to reduce the imbalance between revenues 
and expenses as described in the body of this staff report. 

FUNDING: Increased sales revenue associated with this action flow to the "Electric Operating 
Revenue" accounts. 
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RESOLUTION NO. 2005-- L- I b 
A RESOLUTION OF THE LODl CITY COUNCIL 
IMPLEMENTING AND ADJUSTING THE MARKET 
COST ADJUSTMENT FOR ELECTRIC RATES 

---_--__---__-------____________________------------------------------ ............................................................................ 

WHEREAS, the Council of the City of Lodi finds as follows: 

1. The City of Lodi provides electricity to its citizens through the Lodi Electric Utility 
Department; 

The City charges customers of this utility a charge to fund the on-going operation 
and maintenance of the electric supply; 

Wholesale electric costs have experienced severe volatility in the 2005-2006 budget 
year and price volatility is expected to continue into the 2006-2007 budget year; 

The net cost for the cost increases in the 2005-2006 budget year has to date been 
borne by the Electric Utility Departments reserves and will if left unchecked, 
ultimately leave the account in a significant deficit: 

The Lodi Municipal Code authorizes the City Council to impose by resolution a 
Market Cost Adjustment to address cost spikes in the wholesale electric market 
(Lodi Municipal Code Section 13.20.1 75). 

NOW, THEREFORE, BE IT RESOLVED by the City Council of the City of Lodi as follows: 

Section 1. 

Section 2. 

2. 

3. 

4. 

5. 

Recitals. The foregoing recitals are true and correct. 

Lew of Charaes. Pursuant to Section 13.20.175 of the Lodi Municipal Code, 
the Market Cost Adjustment attached hereto as Exhibit “ A  are hereby approved. 

Section 3. Effective Date. This resolution shall take effect on December 2, 2005, thirty 
days following the date of its passage. 

Dated: November 2,2005 

I hereby certify that Resolution No. 2005-- was passed and adopted by the City Council 
of the City of Lodi in a regular meeting held November 2, 2005, by the following vote: 

AYES: COUNCIL MEMBERS - 

NOES: COUNCIL MEMBERS - 

ABSENT: COUNCIL MEMBERS - 

ABSTAIN: COUNCIL MEMBERS - 

SUSAN J. BLACKSTON 
City Clerk 



Memo 
TOe 

Through: Blair King 

Flom: Jim Krueger 

Dste: 11/2/2005 

Re: 

Honorable Mayor and City Council Members 

Electric Utility Information requested by Council Member Hansen 

Council Member Hansen requested information regarding the benefits of the Electric Utility to the City 
of Lodi. There are some benefits that can be readily quantified and others that are qualitative in nature. 
The following is a summary list of those items: . Benefits that are difficult to quantify are the local control and high quality of service that are 

provided by the City of Lodi Electric Utility Department. With a utility that is owned and 
controlled locally the relationship between services being provided in a manner commensurate 
with expectations is less problematic. Decisions made and monitored locally usually provide 
the highest level of benefit to those served. There are also benefits associated with having 
electricians available to work directly for City departments. These electricians and other electric 
staff would not be available from a privately owned utility. 

The Electric utiliity transfers money each year to the General Fund. In fiscal year 2004-05 the 
amount transferred was $9.4 million ($2.9 million for administrative costs and $6.5 million for 
other general fund costs). The dollar amount transferred (for general costs) has varied from 
year-to-year but the % has been the same (12%) from 1993-94 through fiscal year 2004-05. It 
was 9% before fiscal year 1993-94. 

Another benefit to the City of Lodi has been Street Lighting. The annual cost for street lighting 
is $650,000. These costs are paid out of the Electric Utility budget with no impact on the 
General Fund. In addition the capital costs for phases 1-4 for “unli? areas have been financed 
with debt proceeds from the Electric Utility Certificates of Participation. This financing would not 
have been provided by private utility if the Electric Utility were owned privately. 

This is not intended to be an exhaustive listing of all benefits to the City of Lodi ownership of the 
Electric Utility and is being provided primarily as background information. 

Page 1 
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Oct 19, 2005 City Council Meeting 
- Financial Information reviewed 
- Market Cost Adjustment levels proposed 
- Public Feedback on recommended levels of MCA 
- After deliberation council direction: 

0 Eliminate any rate decreases 
0 Reduce I1 increases by 50% 
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Effect of Interim MCA on Aven ge Customer Bill 
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